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ABSTRACT 


The core purpose of this study is to analyse the impact of macroeconomic factors and stock returns of big companies, mid 
cap companies and small companies listed in national stock exchange in India. The study period covers ten years from 
2010 to 2019. For the purpose of the study, predominant macroeconomic factors have been selected based on the literature 
review. The sample macroeconomic factors are employment rate, gross domestic products, exchange rate, inflation, 
interest rate and foreign direct investment chosen for the study. The data analysis was done using regression analysis. The 
findings also reveal that the macroeconomic indicators significantly affect the stock market performance. Therefore, the 
study concludes that the exchange rate had been significantly affect the all thee portfolios of big, mid cap and small 
companies in national stock exchange. The study suggested that the stock market to retain the Indian investors and foreign 
investors, government and other policy makers are needed to make policies in complement to the macroeconomic 


variables. This will help to enable to overall growth of economy and bring trust among the investors across the globe. 
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INTRODUCTION 


The Indian securities exchange had seen a lot of ups and downs since 1991, after the legislature actualized the 
Liberalization, Privatization and Globalization Model in India. This model has associated each nation with different 
nations and therefore a single market is made and in this manner, from the economic perspective, the significance of 
securities exchange is developing as it helps in development of capital in developing and developed countries, provoking 
the advancement of industry and business of the nation. There is a huge job of Indian capital market in the Indian economy 
development. A little development in the financial exchange influences the presentation of economy. A competent capital 
market is portrayed by one in which security prices change quickly to the appearance of new data. Subsequently, the 
current prices of securities reflect all information about the security. This has significant implication for policy-makers and 
the stock-broking industry the same. Strategy producers should do not hesitate to direct national macroeconomic policies 
without the misgiving of affecting capital formation and the stock exchange process. Likewise, economic theory suggests 
that stock prices should reflect expectations about future corporate execution. Corporate profits generally reflect the level 
of economic activities. On the off chance that stock prices precisely uncover the hidden basics, at that point the stock prices 


ought to be utilized as driving markers of future financial exercises. Accordingly, the causal relations and dynamic co- 


operations among macroeconomic factors and stock costs are significant in the plan of the country's macroeconomic 


approach. 
Trends in Indian Stock Market 


The stock market of India has a significant spot in Asia as well an in the world. Over the world, the Bombay Stock 
Exchange is probably the most punctual trade though in the event that the National Stock Exchange is viewed as best 
regarding progression and complexity of innovation. After the globalization Indian securities exchange pace expanded 
excessively quick and subsequently, it turns into a focal point of fascination for speculators over the world. The whole of 
nineties were used to examination and change a profitable and effective system, and from the hour of globalization, the 
stock market started to work capably and showed its new heights, at different times of its progression. Indian stock market 
has seen different good and bad times there were times when the stock market achieves new heights, breaking its previous 
records and there is time in like manner when securities exchange jumps up to its incredible. As stock market index is an 
essential piece of the economy, these ups and downs cannot be ignored as an economy is affected by the several policies 


and other unavoidable situations created in an economy. 
REVIEW OF LITERATURE 


Wong et al. (2005) analysed a study to know whether macroeconomic factors affect the stock prices of Singapore and 
United States. They analyse the long run equilibrium relationships between the macroeconomics factors and the two 
countries. Menike (2006) analysed a study on how macroeconomic factors affect stock prices in developing Sri Lankan 
Stock Market. Secondary data was used from 1991 to 2002. Multivariate regression was used by him on all factors for each 
stock. The study too discovers that there is a relationship between stock market in the Colombo Stock Exchange and 
macroeconomic factors. Sharma (2009) has taken monthly data over the period of 2001 to 2008 to analyse the relationship 
between Vietnamese stock prices and macroeconomic factor that is interest rate. Tarika Singh et al (2011) have studied 
Macroeconomic factors and stock returns: Evidence from Taiwan.Vihari Guptha. (2014) have taken quarterly data over the 
period of 1991 to 2013 to analyse the relationship between the macroeconomic factors and the stock market of Turkey 
named as Istanbul Stock Exchange. Singh (2017) conducted a study that aim to analyse the effect of various 
macroeconomic variables like inflation rate, exchange rate, and interest rate on the stock price of two gulf countries i.e. 


Kingdom of Saudi Arabia and United Arab Emirates. 
Statement of the Problem 


Recent research has therefore begun to focus on the linkages between the stock markets and macroeconomic development. 
New theoretical work shows how stock market development might boost long-run economic growth, and new empirical 
evidence supports this view. The stock market development plays an important role in predicting future economic growth. 
The World Bank Economic Review also dedicates its May 1996 issue to the role of the stock markets in economic growth. 
It is by now widely recognized that a well-functioning stock market is crucial to economic growth. As part of the stock 
market development, the macroeconomic indicators play important role in stock market development. Then, the question 


of how the macroeconomic determinants help to stock market development becomes important. 


OBJECTIVE OF THE STUDY 


e To investigates the impact of macroeconomic factors and stock returns of big companies, mid cap companies and 


small companies listed in national stock exchange in India. 
Hypothesis of the Study 


e There is no significant difference between macroeconomic determinants and stock returns of big companies, mid 


cap companies and small companies listed in national stock exchange in India. 
RESEARCH METHODOLOGY 


The present study is analytical in nature. The sample size of the study included all the companies listed in the national 
stock exchange of India that is, Nifty 50 Index. Sample size was of companies used in the formation of Nifty 50 Index 
during the year 2010 to 2019. The data used in the study had been divided into two sub-groups. The first data set consists 
of stock index data. The second data set consists of data on macroeconomic factors. Secondary data of stock index was 
taken from 2010 to 2019 and was collected from official website of National Stock Exchanges. The data for 
macroeconomic variables was collected from the official website of World Bank database. The analysis is based on stock 
portfolios rather than single stocks. In portfolio construction, three criteria are used i.e. price earnings ratio (P/E ratio), 
price book value ratio (P/B) and yield. First, all the companies listed in national stock exchange were grouped into big, 
medium, and small companies based on market capitalization. Then in each big, medium, and small company, three sub- 
portfolios were made based on P/E ratio, PB ratio and yield. In all, for big, medium, and small companies, there were nine 
portfolios. The macro economic variables used in the study are employment rate, gross domestic products, exchange rate, 
inflation, interest rate and foreign direct investment. Annual portfolio returns were calculated for each year of study. 


Regression was applied to calculate the impact of macroeconomic variables on stock returns. 


Table 1: Regression Analysis between Macroeconomic Determinants and Stock Returns of 
Big Companies, Mid Cap Companies and Small Companies Listed in National Stock 
Exchange in India 





























Reseucn Employment rate has 
betyesn statistically not significant 
1 portfolio 1 and | .215 117 2.192 177 : : : 
ar oes with PE ratio portfolio 
an returns of big companies. 
rate. 
Regression Exchange rate has 
between ” statistically significant with 
portfolio 1 and wae ae ee oy PE ratio portfolio returns of 
exchange rate. big companies. 
Regression GDP has statistically not 
between significant with PE ratio 
3 portfolio 1 and eal fits hey ale portfolio returns of big 
GDP. companies. 




































































Regression Inflation has statistically not 
between significant with PE ratio 
i portfolio 1 and hee 23 ae a portfolio returns of big 
inflation. companies. 
Regression Interest rate has statistically 
between significant with PE ratio 
2 portfolio 1 and BOT ene ae so portfolio returns of big 
interest rate. companies. 
Regression FDI has statistically not 
between significant with PE ratio 
a portfolio 1 and cad ney ree cu portfolio returns of big 
FDI. companies. 
Portfolio 2 PR ratio 
boccionia Employment rate has 
between we ni 
7 portfolid 2 and statistically not significant 
with PR_ ratio portfolio 
employment ; . 
returns of big companies. 
rate. 
Regression Exchange rate has 
8 between statistically significant with 
portfolio 2 and PR ratio portfolio returns of 
exchange rate. big companies. 
Regression GDP has statistically not 
9 between significant with PR ratio 
portfolio 2 and portfolio returns of big 
GDP. companies. 
Regression Inflation has statistically not 
10 between significant with PR ratio 
portfolio 2 and portfolio returns of big 
inflation. companies. 
Regression Interest rate has statistically 
7 between not significant with PR ratio 
portfolio 2 and portfolio returns of big 
interest rate. companies. 
Regression FDI has statistically not 
2 between significant with PR ratio 
portfolio 2 and portfolio returns of big 
FDI. companies. 
Portfolio 3 Yield 
oe Employment rate has 
13 | portfolio 3 and | .064 | -.053 543 | 482 prenistically. Roy signitibant 
employment with yield portfolio returns 
of big companies. 
rate. 
Regression Exchange rate has 
between statistically significant with 
M portfolio 3 and get 74 ee3 aaa yield portfolio returns of big 
exchange rate. companies. 
Regression GDP has statistically not 
between significant with yield 
_ portfolio 3 and ae vee a eas portfolio returns of big 
GDP. companies. 
Regression Inflation has statistically not 
between significant with yield 
a portfolio 3 and au? ane ue fe portfolio returns of big 
inflation. companies. 




































































Regression Interest rate has statistically 
between not significant with yield 
Mt portfolio 3 and al aid se, ied portfolio returns of big 
interest rate. companies. 
Regression FDI has statistically not 
between significant with yield 
. portfolio 3 and ae a aoe ee portfolio returns of big 
FDI. companies. 
Mid Cap Companies 
Portfolio 1 PE ratio 
ae Employment rate has 
19 | portfolio 1 and | 473 | .407 qiee- |agoge” || se telly Senitoant wath 
PE ratio portfolio returns of 
employment : : 
mid cap companies. 
rate. 
Regression Exchange rate has 
between x statistically significant with 
a portfolio 1 and at iad eve aa PE ratio portfolio returns of 
exchange rate. mid cap companies. 
Regression GDP has statistically not 
between significant with PE ratio 
a portfolio 1 and ane wet nen oe portfolio returns of mid cap 
GDP. companies. 
Regression Inflation has statistically not 
between significant with PE ratio 
a portfolio 1 and eeu ae elet noe portfolio returns of mid cap 
inflation. companies. 
Regression Interest rate has statistically 
between 7 significant with PE ratio 
ae portfolio 1 and aa eae ene one portfolio returns of mid cap 
interest rate. companies. 
Regression FDI has statistically not 
between significant with PE ratio 
- portfolio 1 and ea a ae be portfolio returns of mid cap 
FDI. companies. 
Portfolio 2 PE ratio 
Regression Employment rate has 
between Statistically not significant 
25 portfolio 2 and | .002 -.122 018 .896 with PR_ ratio portfolio 
employment returns of mid cap 
rate. companies. 
Regression Exchange rate has 
between 5 statistically significant with 
on portfolio 2 and sal nu ener 3008 PR ratio portfolio returns of 
exchange rate. mid cap companies. 
Regression GDP has statistically not 
between significant with PR ratio 
an portfolio 2 and aes el Beo8 he portfolio returns of mid cap 
GDP. companies. 
Regression Inflation has statistically not 
between significant with PR ratio 
an portfolio 2 and NO | alil ae ol portfolio returns of mid cap 
inflation. companies. 
Regression Interest rate has statistically 
between not significant with PR ratio 
? portfolio 2 and ae wee pans ane portfolio returns of mid cap 
interest rate. companies. 

































































Regression FDI has statistically not 

between significant with PR ratio 
“0 portfolio 2 and AE +) BE ad one portfolio returns of mid cap 

FDI companies. 

a Ss : 

Regression 

eed Employment rate has 
31 portfolio 3 and | .077 stauecally 7 en ifeent 

employment with yield portfolio returns 

of mid cap companies. 

rate. 

Regression Exchange rate has 
32 between O11 Statistically not significant 

portfolio 3 and | ° with yield portfolio returns 

exchange rate. of mid cap companies. 

Regression GDP has statistically 
33 between 973 significant with yield 

portfolio 3 and | * portfolio returns of mid cap 

GDP. companies. 

Regression Inflation has statistically not 
34 between 034 significant with yield 

portfolio 3 and | * portfolio returns of mid cap 

inflation. companies. 

Regression Interest rate has statistically 
35 between O11 not significant with yield 

portfolio 3 and | ° portfolio returns of mid cap 

interest rate. companies. 

Regression FDI has statistically not 
36 between 000 significant with yield 

portfolio 3 and | * portfolio returns of mid cap 
: FDI. companies. 
| 

Regression 

Renee Employment rate has 
37 | portfolio 1 and | .213 | .115 mage. ago | | seeseeally mek Siemiarant 

employment with PE ratio portfolio 

returns of small companies. 

rate. 

Regression Exchange rate has 

between Statistically not significant 
a portfolio 1 and 7 es si ee with PE ratio portfolio 

exchange rate. returns of small companies. 

Regression GDP has statistically not 

between significant with PE ratio 
portfolio 1 and a oll ane Ha? portfolio returns of small 

GDP. companies. 

Regression Inflation has statistically not 

between significant with PE ratio 
a0 portfolio 1 and uh. Vetee ae =e portfolio returns of small 

inflation. companies. 

Regression Interest rate has statistically 

between not significant with PE ratio 
= portfolio 1 and oe ae pee cee portfolio returns of small 

interest rate. companies. 

Regression FDI has statistically not 

between significant with PE ratio 
Se portfolio 1 and Hae: | 078 388 nee portfolio returns of small 

FDI. companies. 



























































Portfolio 2 PE ratio 
reek Employment rate has 
43 | portfolio 2 and | 425 | .353 002 || cca: | asteally Se aneat wat 
PR ratio portfolio returns of 
employment : 
small companies. 
rate. 
Regression Exchange rate has 
between si statistically significant with 
a portfolio 2 and a an? aes oat PR ratio portfolio returns of 
exchange rate. small companies. 
Regression GDP has statistically not 
between significant with PR ratio 
= portfolio 2 and eed (ie aes a portfolio returns of small 
GDP. companies. 
Regression Inflation has statistically not 
between significant with PR ratio 
a portfolio 2 and na? ves holt oo portfolio returns of small 
inflation. companies. 
Regression Interest rate has statistically 
between x significant with PR ratio 
al portfolio 2 and ee ee aed Ane portfolio returns of small 
interest rate. companies. 
Regression FDI has statistically not 
between significant with PR _ ratio 
- portfolio 2 and aad i is — portfolio returns of small 
FDI. companies. 
Portfolio 3 Yield 
Reece Employment rate has 
ios statistically not significant 
49 | portfolio 3 and | .008 | -.117 061 | 811 ueieed se 
with yield portfolio returns 
employment . 
of small companies. 
rate. 
Regression Exchange rate has 
between statistically not significant 
a portfolio 3 and ll le ou with yield portfolio returns 
exchange rate. of small companies. 
Regression GDP has statistically 
between 7 significant with yield 
a portfolio 3 and ie wee anit ae portfolio returns of small 
GDP. companies. 
Regression Inflation has statistically not 
between significant with yield 
A portfolio 3 and EOS [ADF ey ee portfolio returns of small 
inflation. companies. 
Regression Interest rate has statistically 
between not significant with yield 
= portfolio 3 and vet se? ae a3 portfolio returns of small 
interest rate. companies. 
Regression FDI has statistically not 
between significant with yield 
* portfolio 3 and #88 “088 a ae portfolio returns of small 
FDI. companies. 














Source: Computed Data Indicates significant at 5 per cent level. 


CONCLUSIONS 


The current study indicates that during the study period, the macroeconomic indicators like exchange rate, interest rate and 
GDP are most influencing factors of stock market performance. In this article, the focus is on how macroeconomic factors 
influence the big companies, mid cap companies and small companies of nifty 50 indexes by using the six factors i.e. 
employment rate, gross domestic products, exchange rate, inflation, interest rate and foreign direct investment. It can be 
concluded that the exchange rate had been significantly affecting all three portfolios of big, mid and small cap companies 
in the national stock exchange. In this article, it has also been found that the macroeconomic factors significantly affect the 
stock market performance. Further, to have better returns on the stock market and to retain the Indian investors and foreign 
investors, government and other policy makers need to make policies in complement to the macroeconomic variables. This 


will help to enable to overall growth of economy and bring trust among the investors across the globe. 
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